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Miller, Steve

From: Grosz, Scott

Sent: Wednesday, March 30, 2011 12:57 PM
To: Miller, Steve

Subject: RE: draft const amendment

Steve,

I believe it was Rep. Kooyenga's intent that the phrase "as calculated by generally accepted

. accounting principles or on a cash basis" would apply to the passage of an annual or biennial

" budget (p. 2, lines 5-7), as well as the draw-down of the budget deficit (p. 2, lines 7-10). As
I read the current draft, it looks like the "GAAP or cash" may only apply to the draw-down.

Scott

Scott Grosz

Staff Attorney

Wisconsin Legislative Council
ph. (608) 266-1307

————— Original Message-----

From: Miller, Steve

Sent: Wednesday, March 30, 2011 12:48 PM
To: Grosz, Scott

Subject: draft const amendment

————— Original Message-----

From: networkscanning@legis.wisconsin.gov [mailto:networkscanning@legis.wisconsin.gov]
Sent: Wednesday, March 30, 2011 12:37 PM

To: Miller, Steve

Subject:

This E-mail was sent from "LRBREF04" (MP C4000/LD540C) .

Scan Date: 03.30.2011 12:36:45 (-0500)
Queries to: networkscanning@legis.wisconsin.gov



~ Miller, Steve

From: Grosz, Scott

Sent: Wednesday, March 30, 2011 1:44 PM

To: Rep.Kooyenga

Cc: Neville, William; Miller, Steve

Subject: GAAP Accounting Constitutional Amendment

Rep. Kooyenga,

- | have been working with Steve Miller at the LRB on the drafting of the amendment we discussed this momning. A couple questions
" are coming to mind, and | hoped to get your input.

. First, as | understand GAAP, separate accounting and reporting standards for businesses and governments are both provided for
- under the umbrelia of GAAP. Was it your intention to require the application of the standards established for businesses?
Previously proposed constitutional amendments on this topic simply referred to "GAAP."

Second, when we spoke this morning, we discussed the concept of requiring analysis of "GAAP or cash-basis accounting." Since
. accounting on an accrual basis or a cash basis are both contemplated under GAAP, does it make more sense to describe your
- intent as to require the production of a balanced budget in one method and a surplus in the other, rather than a balanced budget
under one method and a deficit under the other?

Finally, two of our sister legislative service agencies, the Fiscal Bureau and the Audit Bureau, may be more familiar with these
_issues than Steve or |, given our different roles in the legislative process. Would we have your permission to contact either or both

of these agencies in search of more expertise on the topic?

Thanks,

Scott

~ Scott Grosz
Staff Attorney
Wisconsin Legislative Council
ph. (608) 266-1307



Miller, Steve

= From: Kooyenga, Dale
- Sent: Wednesday, March 30, 2011 3:31 PM
To: Grosz, Scott; Rep.Kooyenga
S Neville, William; Miller, Steve; Marklein, Howard; Kapenga, Chris; Kienke, John; Strachota, Pat
~ Subject: RE: GAAP Accounting Constitutional Amendment
Scott,

" See comments below...
'1;7 Fyi — | have also copied the other members of our “CPA Caucus” we are working very closely together on this bill.
- Thank you,

' Dale

From: Grosz, Scott
- Sent: Wednesday, March 30, 2011 1:44 PM
To: Rep.Kooyenga
- Cc: Neville, William; Miller, Steve
" Subject: GAAP Accounting Constitutional Amendment

N Rep. Kooyenga,

- | have been working with Steve Miller at the LRB on the drafting of the amendment we discussed this morning. A couple questions
" are coming to mind, and | hoped to get your input.

First, as | understand GAAP, separate accounting and reporting standards for businesses and governments are both provided for
under the umbrella of GAAP. Was it your intention to require the application of the standards established for businesses’?
Previously_proposed. constitutional amendments.an this topic simply referred.to \GAAR...
Simply refer to GAAP. Your are right, GASB and FASB are considered "GAAP” and the appropriate language to use would be to ;
use “GAAP.” Some Wisconsin entities may be accounted for under a FASB (i.e. Hospitals, certain public-private partnerships) and /
the vast majorlty |f not all other er orgs are GASB.
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Second, when we spoke this morning, we discussed the concept of requiring analysis of "GAAP or cash-basis accounting.” Since
- accounting on an accrual basis or a cash basis are both contemplated under GAAP, does it make more sense to describe your
intent as to require the production of a balanced budget in one method and a surplus in the other, rather than a balanced budget
under one method and a deficit under the other?
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he statutory accountlng |s most comparable to cash basns accountmg Wth that bemg said, the reqmrement should be to have a

alanced budget in accordance with the current statutory basis of accounting (cash basis) and GAAP accounting. The budget
would have to be prepared on both basis and one budget is allowed to have a surplus and one has to balance Neither one can f/’

ave a deficit. o e T T L e

P

- Finally, two of our sister Ieglslatlve service agencies, the Fiscal Bureau and the Audit Bureau, may be more familiar with these
issues than Steve or I, given our different roles in the legislative process. Would we have your permission to contact either or both
- of these agencies search of more expertise on the topic?
- YYes, please do reach out to them asap. permission to discuss this bill with anyone you feel would help firm up the Z)J

language. | am also available to meet with you and the rep from the agency to clarlfy if this would provide additional assistance.

Because of recent political developments, | would like to move fwrd with this as soon as possible.
Thanks,

Scott

Scott Grosz
Staff Attorney
Wisconsin Legislative Council
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State of Wisconsin
2011 - 2012 LEGISLATURE

Relating to: accounting and expenditure of state funds (first consideration).

Analysis by the Legislative Reference Bureau

This proposed constitutional amendment, proposed to the 2011 legislature on
first consideration, requires the state to budget and account for all funds it receives
or expends in accordance with generally accepted accounting principles.

The amendment restricts, in the budget bill, expenditures and other financial
uses from the general fund that exceed revenues and other financing sources as
estimated by the legislature in accordance with generally accepted accounting
principles. It further requires that any existing budget deficit be extinguished over
a fifteen-year period. '

A constitutional amendment requires adoption by two successive legislatures,
and ratification by the people, before it can become effective.

SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. ﬂwg;s}anﬂe—sha&—pmde—fer—&&%ﬂﬁm
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Be it furthér resolved, That f%his proposed amendment be referred to the

legislature to be chosen at the next géheral election and that it be published for three

months preyibus to the time of hol(;ing such election.
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Thoughts on amendment

1. It’s not clear to me whether Rep. Kooyenga wants to solely budget on a GAAP basis.
Based on his comments in the e-mail, it sounded like he is contemplating that both
statutory and GAAP based budgets would exist. Given this, should the amendment not
specify that the state budget on a gaap basis? Alternatively. I guess the amendment could
specify it, but that wouldn’t prevent the state from also budgeting on a different basis.

2. The current budgetary basis of accounting is not the cash basis. Therefore, if the

cyrrent budgetary basis is to continue, we can’ ’t call it the cash basis. Rather, refer to is as
“the basis of accounting as established by the Wisconsin StatuT’s e %e J caets

than one-fifteenth of she general fund defiojt " The prob #¢ that the
“larg ount would be ongtfifteenth of the cash c1t Needs to say”absolute value”

or “lekser. o

bad
4. Given the last sentence. it would be possible that a balanced budget would not be et matt
required. unless the first sentence is NOT excluded. Reason: if the general fund balance
would go negative on a “cash” basis. and if that deficit was more than one-fifteenth of the
gaap deficit as of June 30, 2015, then the budget could “legally” by such that the
anticipated ending balance on a “cash” basis is not positive.

For this reason, I'd suggest keeping the first sentence in the paragraph - - because. that
way, at least on a cash basis, it has to be balanced.

5. A general concern — there could be times where a large positive general fund balance
accumulates If this were to occur, the amendment wouldn’t allow for the “spending

The legislature shall pass an annual or biennial budget bill that authorizes expenditures
and other financing uses from the general fund that do not exceed estimated revenues and
other financing sources to the general fund, ...."

Be:

/ If the general fund balance reported in accordance with generally accepted accounting

i
i

prmuples is negative. the legislature shall pass an annual or biennial budget bill that
authorizes expenditures and other financing uses from the general fund that do not exceed
estimated revenues and other financing sources to the general fund, '
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The legislature shall provide for an annual tax sufficient to defray the estimated expenses
of the state for each year; and whenever the expenses of any year shall exceed the
income, the legislature shall provide for levying a tax for the ensuing year, sufficient,
with other source of income. to pay the deficiency as well as the estimated expenses of

such ensuing vear. The state shall account for and report all funds it receives or spends in

accordance with generally accepted accounting principles. The legislature shall pass an
annual or biennial budget bill El_l_at_ authorizes expenditures and other financing uses from

the general fund that do not exceed estimated revenues and other financing sources to the

general fund,(émé projected by the legislature in accordance with both generally accepted

accounting principles and the basis of accounting as established by the Wisconsin

Statutes, and reduces any existing general fund deficit ( reported in accordance with

generally accepted accounting principles — or, should it not be specific in that the deficit

could be under GAAP or statutory basis) by an amount equal to or larger than at least the
’____——-‘

Aafue of one-fifteenth of any general fund deficit on June 30, 2015 as reported
/4
under generally accepted accounting principles or the basis of accounting established by

the Wisconsin Statutes, which is larger. for each fiscal year covered by the bill.

BAYAN VAR
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Miller, Steve

_ From: Naab, Bryan

- Sent: Tuesday, April 05, 2011 5:10 PM
To: Grosz, Scott

- Ce: Miller, Steve; Chrisman, James

_ Subject: Follow-up to our meeting yesterday

Hello Scott - in follow-up to our meeting yesterday, it dawned on me that the third item on my list might not be needed. The third
~ item related to the need to say something like "the absolute value....." when saying that revenues would need to be sufficient to
~ reduce the deficit by one-fifteenth of whatever deficit exists as of June 30, 2015.

~ After further thought on it, I think that since the draft amendment is referencing the deficit, and not the fund balance, that any
reference to the deficit would, in fact, be in terms of a positive number. (If it was referencing the general fund balance, it would be
in terms of a negative number.)

_ Therefore, it would seem to me that your original wording would be preferable, since it doesn't get cluttered up with reference to

. the "absolute value."

Having said all of that, Joe and | discussed yet another potentially complicating matter. | don't believe that GAAP really defines
"deficit’ anywhere. Rather, | think it defines fund balance as merely being the difference between assets and liabilities, and if that
 number happens to be negative, the fund is in a deficit position. In addition, there could be other "deficits,” such as a cash balance
that is negative. —
This may be a question for Steve, but | wonder if the phrase "one-fifteenth of any general fund deficit on June 30, 2015" needs to 4"
be more specific, such as "one-fifteenth of any deficit balance in the general fund on June 30, 2015..." ¢
B T T e e N o S R
Please let me know if you have any questions on this item or any of the things we talked about yesterday.

N

Regards, Bryan

Bryan Naab
Legislative Audit Bureau
608/259-9807



, Miller, Steve

~ From: Grosz, Scott

- Sent: Wednesday, April 06, 2011 11:10 AM
To: Miller, Steve; Naab, Bryan; Chrisman, James
Subject: RE: April 6 version
Steve,

Looking over my notes from Monday, | believe this draft addresses most of the points raised by Bryan and Joe. The one point |
had down that | do not see addressed is coverage of the ability of the state to spend down a surplus. If you or others feel it is
already addressed, I'm happy to be corrected.

Otherwise, would it be appropriate to say on p. 2, lines 4—6, something like, "The legislature shall pass an annual or biennial
budget bill that authorizes expenditures and other financing uses from the general fund that do not exceed estimated revenues,
linsert reference here to a surplus)], and other financing sources to the general fund..."

~ Scott

- From: Miller, Steve

. Sent: Wednesday, April 06, 2011 10:48 AM

. To: Grosz, Scott; Naab, Bryan; Chrisman, James
Subject: April 6 version

Scott, Bryan, and Joe:

" I think and hope that | have addressed each of the concerns and comments, but | need for you to look this over. | don't know the
time fram, but as always, sooner is better.

Thanks

<< File: 11-1799__01.pdf >>
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Relating to: accounting and expendityre of state funds (first consideration).

Analysis by the Legislative Reference Bureau

This proposed constitutional amendment, proposed to the 2011 legislature on
first consideration, requires the state to budget and account for all funds it receives
or expends in accordance with generally accepted accounting principles.

The amendment restricts, in the budget bill, expenditures and other financial
uses from the general fund that exceed revenues and other financing sources as
estimated by the legislature in accordance with generally accepted accounting
principles. It further requires that any existing budget deficit be extinguished over
a fifteen-year period.

A constitutional amendment requires adoption by two successive legislatures,
and ratification by the people, before it can become effective.

SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legislature shall provide for an annual tax
sufficient to defray the estimated expenses of the state for each year; and whenever
the expenses of any year shall exceed the income, the legislature shall provide for

levying a tax for the ensuing year, sufficient, with other sources of income, to pay the
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deficiency as well as the estimated expenses of such ensuing year. The state shall

account for and report all funds it receives or spends in ordance with generall

d accounting principl ”Thl is] hall n _annual or bienni

ener n rojected he legislature in accor nce' ith h generall

1s of

andir d es any existin general fund deﬁmt by an amount equal to or larger than }

at least one-fifteenth of any deficit balance in the general fund on June 30, 2015 as

!
reported by generally accepted accounting principles or the basis of accounting 1 /
11

estabhqhed by statute, whlchever is larger for each figcal year covered by the blll /f

Be it further resolved, That this proposed amendment be referred to the
legislature to be chosen at the next general election and that it be published for three
months previous to the time of holding such election.

(END)
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Miller, Steve

From: Naab, Bryan

Sent: Thursday, April 07, 2011 10:32 AM

To: Grosz, Scott; Miller, Steve; Chrisman, James
Subject: RE: April 7 version

Steve and Scott - Joe and | concur that most of the items discussed on Monday have been addressed. In addition, we agree with
Scoft's note below that it would be clearest to include specific reference to any surplus. We also suggest that the amendment
specify that the surplus be the estimated surplus at the start of the next fiscal year. Here's a suggested sentence: "The legislature
shall pass an annual or biennial budget bill that authorizes expenditures and other financing uses from the general fund that do not
exceed estimated revenues and other financing sources to the general fund and any estimated positive balance in the general fund
as of the start of the fiscal year, ..."

In addition, we suggest the following four changes to thg d by the Legislative Reference Bureau” o
1 The first sentence reads "..... requires the state to budget and account for all funds....." Given the change to the wording of the
amendment, where the word "budget’ was removed, we suggest the sentence read: "..... requires the state to account for and
report all funds. .. L N T

2 The first sentence of the second paragraph says "The amendment restricts, in the budget bill, expenditures and other financial
uses from the general fund that exceed revenues... ... " This sentence seems a little unclear. Should it read: "The amendment

' restricts, in the budget bill, expenditures and other financial uses from the general fund from exceeding revenues...... "

3. Assuming the suggested change to the actual amendment is made related to spending down any available general fund
balance, the first sentence of the second paragraph would need to be revised to reference the beginning balance.

4. In the second paragraph, the last sentence states: "It further requires that any existing budget deficit be extinguished...." We
suggest that this sentence be more specific and read: "It further requires that any existing general fund accounting deficit as of
June 30, 2015 be extinguished...."

Please let either one of us know whether you have any questions. T

Regards, Bryan

From: Grosz, Scott

Sent: Thursday, April 07, 2011 10:17 AM

To: Miller, Steve; Naab, Bryan; Chrisman, James
Subject: RE: April 7 version

Steve,

| believe the clause you inserted today modifies later clauses of that same sentence in an unintended manner. For example, it will
affect the clause that prohibits a negative balance under both GAAP and statutory methods, as well as the clause regarding deficit
reduction.

In thinking about your comment below, | believe it might be better to simply clarify that “other financing uses" includes the surplus.
Technically, | suppose it would include "the lesser of a surplus, if any, as calculated under GAAP and statutory methods." Could
we insert a clause to that effect following "other financing uses from the general fund..." instead of the bolded clause?

Scott

From: Miller, Steve

Sent: Thursday, April 07, 2011 9:50 AM

To: Grosz, Scott; Naab, Bryan; Chrisman, James
Subject: April 7 version

Gentlemen:

This draft adds a phrase on P2 L3. This is language suggested by Bryan which | think addresses the question raised yesterday by
Scott. But | wonder if the phrase “and other financing uses” already covers the situation?




—

- | have put today’s addition in boldface type.
--Thanks

Steve
<< File: 11-1799__02.pdf >>

From: Grosz, Scott

Sent: Wednesday, April 06, 2011 11:10 AM

To: Miller, Steve; Naab, Bryan; Chrisman, James
Subject: RE: April 6 version

Steve,

Looking over my notes from Monday, | believe this draft addresses most of the points raised by Bryan and Joe. The one point |
had down that | do not see addressed is coverage of the ability of the state to spend down a surplus. If you or others feel it is
already addressed, I'm happy to be corrected.

~ Otherwise, would it be appropriate to say on p. 2, lines 4-6, something like, "The legislature shall pass an annual or biennial
budget bill that authorizes expenditures and other financing uses from the general fund that do not exceed estimated revenues,
linsert reference here to a surplus], and other financing sources to the general fund..."

~ Scott

" From: Miller, Steve
Sent: Wednesday, April 06, 2011 10:48 AM

- To: Grosz, Scott; Naab, Bryan; Chrisman, James
Subject: April 6 version

Scott, Bryan, and Joe:

| think and hope that | have addressed each of the concerns and comments, but | need for you to look this over. | don't know the
time fram, but as always, sooner is better.

~ Thanks
<< File: 11-1799__01.pdf >>
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1 Relating to: accounting and expenditure of state/f(inds (first consideration).
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Analysis by the Legislativ¢ Reference Bureau g W

This proposed constitutional amendment, proposed to the 1 legislature on
first con51derat10n requires the state to budsetend account for 11 funds it receives
Or BxX scardance with generally at cepted accounting principles.

P get bill, expenditures and other financial

. revenues and other financing sources as

estimated by the legislature}in accordance with generally accepted accounting

principles. It further requires that any ex1stmg)sdg§9\deﬁc1kbe\g(tmgulshed over
a fifteen—year period.

A constitutional amendment requ1r€s adoptlon by two successwis; legislatures,

and ratification by the people, before it can become effective. E

i

2 SEcCTION 1. Section 5 of artlcle VIII of the constitution is amendied to read:

3 [Article VIII] Seetmn 5. The legislature shall provide for aﬁ annual tax
4 sufficient to defray the estimated expenses of the state for each year; ahd whenever
5 the expenses’ c;f any year shall exceed the income, the legislature shall prov1de for
6 levymg a’tax for the ensuing year, sufficient, with other sources of i income, to pay the
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deficiency as well as the estimated expenses of such ensuing year. The state shalil

account for and report all funds it receives or spends in accordance with generally

and other financing uses Pfrom the general fund that do not exceed estimated

revenues and other financing sources to the general fgn?{ as projected by the

legislature in accordance with both generally accepted accounting principles and the

basis of accounting established by statute, and reduces any existing general fund

deficit by an amount equal to or larger than at least one-fifteenth of any deficit

balance in the general fund on June 30, 2015 as reported by generally accepted

accounting principles or the basis of accounting established by statute, whichever is

larger. for each fiscal year covered by the bill.
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Be it further resolved, That this proposed amendment be referred to the

legislature to be chosen at the next general election and that it be published for three

N s v At T

B

months previous to the time of holding such election. 7
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Analysis by the Legislative Reference Bure
This proposed constitutional amendment, proposed to the

2011 legislature on

first consideration, requires the state to account for and report all funds it receives

or expends in accordance with generally accepted accountin
The amendment restricts, in the budget bill, expendity

uses from the general fund from exceeding revenues and other financing sources as

estimated by the legislature including any estimated pos}
fund as of the start of the fiscal year in accordange
accounting principles. J¢ fyrther requires that any exi
7gdeﬁcit as of June 30, 201 0, be extinguished over a

ive balance in the general
with generally accepted
isfing general fund accounting
-year period.

A constitutional améndment requires adoption by two successive legislatures,

and ratification by the people, before it can become effective.

v
SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legislature shall provide

2

for an annual tax

sufficient to defray the estimated expenses of the state for each year; and whenever

the expenses of any year shall exceed the income, the legislature shall provide for

levying a tax for the ensuing year, sufficient, with other sources o

fincome, to pay the
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deficiency as well as the estimated expenses of such ensuing year. lghg_smﬁe_ﬁb,gll
account for and re 11 funds it recei ends in accordance with generall

ted ounting principles. The legisl shall n ann ienni

general fund and any estimated positive balance in the general fund as of the start

of the fiscal vear, as projected by the legislature in accordance with both generally

acce counting principles and th is of accountin tablished ut

and reduces any existing general fund deficit by an amount equal to or larger thin

at least one-fifteenth of any deficit balance in the general fund on June 30, 2015}&5

established by statute, whichever is larger, for each fiscal year covered by the bill.

Be it further resolved, That this proposed amendment be referred to the
legislature to be chosen at the next general election and that it be published for three
months previous to the time of holding such election.

(END)




“Miller, Steve

From: Rep.Kooyenga
“Sent: Thursday, August 11, 2011 11:07 AM
To: Miller, Steve
Subject: GAAP Amendment LRB 1799/1
Mr. Miller,

I would like to pass on some remarks from State Rep. Kooyenga.
* Thank you for drafting up the GAAP amendment. A couple of changes I would like to incorporate:

" 1) The state must budget on both a US GAAP and the current statutory basis of accounting. For a budget to be valid
~ one of the budgets can result in a surplus but neither can result in a deficit.

—-i.e. Patient Compensation fund would not have been a "GAAP expense" because the expense would have been
~ attributed to the previous biannual -- this modification would recognize the cash outlay and ensure there was sufficient

" cash on hand and the more Conservative fiscal approach was always followed.

~ 2) The budget can result in a budget surplus.

' Give me a call if you would like to discuss 262-721-4391
~ T would like to have the new draft to discuss with my colleagues and the governors office by COB next week.

Thank you for your time.

Bill Neville

. Legislative Assistant

Office of State Representative Dale Kooyenga
14th Assembly District

17 North, State Capitol

608-266-9180
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expenditure of state funds (first consideration).

Analysis by the Legislative Reference Bureau

This proposed constitutional amendment, proposed to the 2011 legislature on
first consideration, requires the state to account for and report all funds it receives
or expends in accordance with generally accepted accounting principles.

The amendment restricts, in the budget bill, expenditures and other financial
uses from the general fund from exceeding revenues and other financing sources as
estimated by the legislature including any estimated positive balance in the general
fund as of the start of the fiscal year in accordance with generally accepted
accounting principles. It further requires that any existin eneral fund accounting
deficit as of June 30, 2015, be extinguished over a)%—ﬁagf%ﬁf\\\ zehn

A constitutional amendment requires adoption by two successive legislatures,
and ratification by the people, before it can become effective.

SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legislature shall provide for an annual tax
sufficient to defray the estimated expenses of the state for each year; and whenever
the expenses of any year shall exceed the income, the legislature shall provide for

levying a tax for the ensuing year, sufficient, with other sources of income, to pay the
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deficiency as well as the estimated expenses of such ensuing year. The state shall

account for and report all funds it receives or spends in accordance with generally
accepted accounting principles. The legislature shall pass an annual or biennial

nd th n

general fund and any estimated positive balance in the general fund as of the start

d_estimated reven n her financi 0
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SECTION 1

of the fiscal year, as projected by the legislature in accordance with both generally

accepted accounting principles and the basis of accounting established by statute.

re b nerally accepted accounting principl

and reduces any existing general fund deficit by an amount equal to or larger than

or the basis of accountin

established by statute, whichever is larger, for each fiscal year covered by the bill.

Be it further resolved, That this proposed amendment be referred to the

months previous to the time of holding such election.

(END)
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legislature to be chosen at the next general election and that it be published for three /



Legislative Fiscal Bureau
One East Main, Suite 301 « Madison, W1 53703 « (608) 266-3847 + Fax: (608) 267-6873

August 25, 2011

TO: Representative Dale Kooyenga
Room 17 North, State Capitol

FROM: Dave Loppnow, Program Supervisor

SUBJECT: Proposals Relating to Reducing and Eliminating the GAAP Deficit

At your request, I am providing information relating to two proposals to reduce the state's
deficit under generally accepted accounting principles (GAAP). The first proposal would involve an
amendment to the state's Constitution to require that the state eliminate the GAAP deficit over a 15-
year period. The second proposal would establish a statutory allocation of general fund tax revenues
that would be used to gradually reduce the state's GAAP deficit.

Background

For fiscal year 2009-10, the state's Annual Fiscal Report indicates that the general fund had a
balance of $71.0 million on June 30, 2010. This report is prepared by the Department of
Administration using a statutory basis of accounting, which includes a mixture of cash and
modified accrual accounting, and is the accounting treatment that is used by the state for budget

purposes.

Each year the Department of Administration also prepares the Comprehensive Annual Fiscal
Report, which is prepared using GAAP. Generally accepted accounting principles use accrual
accounting and uniform accounting and reporting standards. In the Comprehensive Annual Fiscal
Report, the general fund is shown as having a deficit of -$2.94 billion in 2009-10, when the
financial statement is presented in conformity with GAAP.

Proposal for a Constitutional Amendment
Under the provisions of 2011 Assembly Joint Resolution LRB-1799/1, the state's

Constitution would be amended to phase-out the state's GAAP deficit. The current balanced budget
requirement in the Constitution (Article VIII, Section 5) would be modified to require that the state

D



account for and report all funds that it receives or spends in accordance with GAAP. In addition, the
Legislature would be required to pass an annual or biennial budget bill that authorizes expenditures
and other financing uses from the general fund that do not exceed estimated revenues and other
financing sources of the general fund and any estimated positive balance, as projected by the
Legislature in accordance with both GAAP and the statutory basis of accounting. Further, the
Legislature would be required to reduce any existing general fund deficit as of June 30, 2015, as
reported under GAAP or the statutory basis of accounting, whichever is larger, by at least one-
fifteenth for each fiscal year covered by the bill.

The first provision of the proposed constitutional amendment would require the use of
GAAP accounting by the state. Since the amendment would later reference the statutory basis of
accounting, it appears that the amendment would allow the state to use either accounting treatment
for budgetary purposes. The second provision would prohibit a budget proposal from increasing any
existing budget deficit. The final provision would require that at least one-fifteenth of any existing
deficit, under either method of accounting as of June 30, 2015, would have to be paid off in each
fiscal year of the biennial budget.

One potential concern with the amendment relates to the practical effect of requiring one-
fifteenth of any GAAP deficit on June 30, 2015, to be paid off in each future fiscal year. By way of
example, if the GAAP deficit then would be comparable to the current deficit ($2.94 billion), then
each year $196 million would need to be used to reduce the GAAP deficit. This would be a
significant allocation of general fund revenues.

Proposal for a Statutory Allocation of Growth in General Fund Revenues

Under this proposal, beginning with the 2013-15 biennial budget, the budget bill would be
required to utilize 10% of the projected annual increase in amount of tax revenues deposited in the
general fund in the each fiscal year of the biennium to modify state law governing payment
schedules or withholding tables to reduce the GAAP deficit. If revenues would be projected to
decrease or remain unchanged in a given fiscal year, then no modifications to state law relating to
GAAP would be required in that year. The proposal would calculate the amount of revenues to be
set aside for this purpose using the most recent revenue estimates published by this office during the
first six months of each odd numbered year.

As an example, if this proposal would first apply to the 2013-15 biennium, then 10% of the
annual growth in general fund taxes would have to be used to reduce the GAAP deficit as part of
the 2013-15 biennial budget. Depending on the annual growth rates in general fund tax collections,
from $40 million to $70 million annually could be set aside for this purpose in the 2013-15, if the
annual growth rates ranged between 3% and 5%.

To illustrate the potential amount of revenues that would be allocated to reduce the GAAP
deficit under this proposal, the attachment shows examples of the amounts that would generated
using differing assumptions for growth in general fund taxes. As illustrated in the attachment, the
proposal would allocate $473.9 million over the next ten years to reduce the GAAP deficit if

Page 2
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general fund tax collections would grow at a 3% annual rate, while the ten-year total would be
$866.6 million if general fund tax collections would grow at a 5% annual rate. For the attachment,

the starting point for general fund tax revenues is the projected amount of tax collections under
2011 Act 32 in 2012-13, which is $13,779.2 million.

To provide direction to the Governer and Legislature in reducing the GAAP deficit, the
proposal would establish a priority list for changes. The priority list would be: (1) buy back the
current $75 million of school aids that is paid in the following July, so that it would be paid within
the state's fiscal year; (2) over time, buy back one-half of the school levy and first dollar tax credits
that are paid in July, so that $441.3 million GPR would be paid in June, which would align the
state's fiscal year payments with the underlying municipal calendar year budgetary period; and (3)
similar to the school levy and first dollar tax credits, over time buy back one-half of the state
payments for shared revenue programs that are paid in July or November, so that $451.4 million
GPR would be paid in June. This priority list would provide statutory guidance to the Governor
and Legislature in crafting the budget provisions that would implement these buy back provisions.

If these payment changes would be made, the state's GAAP deficit would be reduced by an
estimated $970 million, assuming the state would have maintained the same general fund balance in
each biennium. Future changes to further reduce the GAAP deficit involving state payments under
the medical assistance program or withholding for the state's individual income tax could be made
by the Legislature by law. '

I hope that this information is helpful. Please contact me if you have any questions.

DL/le
Attachment

Page 3
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1. The state may establish by statute the basis of accounting to be used for budget = =

\/accepted accounting principles.

i) ave LOH) hvw)
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After the existing Section 5, Article VIII, add the followmg four sentences

purposes.

T

(if we are going to reference two sets of books, it seems that we should make clear that
the Legislature can, by law, determine the accounting treatment of the state's budget)

2. In addition to the statutory basis of accounting, the state shall account for and report
all funds it receives or spends in accordance with generally accepted accounting
principles.

(this is right from LRB-1799/2 and mandates use of GAAP, in addition 1o statutory basis
of accounting)

, e
F L re /vorfea’ Pt 5 s W’dée

3. Each biennium, the Iegisl#ure shall pass a bill that weuld annually,reduce any
existing general fund defici itaunder generally accepted accounting principles by at least
one tenth 0 prO_] ected ual increase of tax revenues deposited in the general fund in 5727

_each fiscal year.

(because the Constitution currently requires us to fix any deficit under the statutory basis
of accounting in the following year, this sentence establishes the 10% buy down
approach only for the GAAP deficit)

4 Once ang deficit under generally accepted accounting principles is eliminated, the
legislature may not pass any bill that would result in a prOJectedAdeﬁc:ltAunder generally

af

(this would establish a balanced budget requirement under GAAP, once the deficit is
eliminated)



~ Miller, Steve

From: Naab, Bryan

Sent: Monday, September 12, 2011 11:38 AM

To: Miller, Steve; Loppnow, Dave

Subject: ' RE: Balanced budget amendment for your review and comment

Steve - the wording of the amendment seems fine to me.

: However, the "analysis" section needs to be updated to reflect the revisions - - for example,

the new wording provides that the legislature may establish the budgetary basis of accounting,

. that the deficit be reduced by 10 percent of any projected increase in revenues (not 10 percent
" of the deficit balance), and that once positive, the budget would not result in a projected
deficit.

In addition, the first sentence in the second paragraph of the analysis would need to be removed
since that wording is not included in revised amendment.

" please call if you would like to discuss.

Thanks! Bryan

————— Original Message-----

From: Miller, Steve

Sent: Monday, September 12, 2011 11:11 AM

To: Loppnow, Dave; Naab, Bryan

Subject: Balanced budget amendment for your review and comment

Dave and Bryan,

Please let me know if this draft captures the discussion on Friday and any needed changes.

Thanks

Steve




- Miller, Steve

- From: Loppnow, Dave
- Sent: Monday, September 12, 2011 4:10 PM
- To: Miller, Steve

‘Cc: Naab, Bryan

Subject: RE: Afternoon edition

Hi Steve,

I think that this looks pretty good.

One possible change for you to think about, would be. to.add. a.sentence-to-InserL..

line 8L,after the word principles: e 1eglslature may not pass any bill that would cause an
Cf%éése in the projected general fund deficit under generally accepted accountlng pr1n01€i:§i:)

e < AR A RORSER AT T S

b e g s e

T—This-gentENcE 18 intended to address a poss1b1e 1oophole, where the Legislature allocates
10% of revenue growth in a year to reduce the GAAP deficit, and then passes separate bills with
provisions that increase the GAAP deficit. This sort of two-step could undercut the intent that
the GAAP deficit be reduced over time.

What do you think about this?

Thanks, Dave

————— Original Message-----

From: Miller, Steve

Sent: Monday, September 12, 2011 1:19 PM

To: Naab, Bryan; Loppnow, Dave

Subject: Afternoon edition

Gents:

I made changes to the analysis to address Bryan's comments.

Steve
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To amend Section 5 of article VIII of the constitution; relating to: accounting and

expenditure of state fundsﬁl?tconsideratiom. and redvction of JPﬁE

Analysis by the Legislative Reference Bureau

This proposed constitutional amendment, proposed to the 2011 legislature on
first consideration, requires the state to account for and report all funds it receives
or expends in accordance with generally accepted accounting principles.

I CCOR IR PLINCILS vt R € 2 SECRLR TS ST Ve ST VR A ST L, ot g

. "
as-of June-30,-2045 e et HHEHoE-0Vei-a-toR— Yo at-Pertoe

A constitutional amendment requires adoption by two successive legisIatuTes,
and ratification by the people, before it can become effective.

SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legislature shall provide for an annual tax
sufficient to defray the estimated expenses of the state for each year; and whenever
the expenses of any year shall exceed the income, the legislature shall provide for

levying a tax for the ensuing year, sufficient, with other sources of income, to pay the
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SECTION 1

deficiency as well as the estimated expenses of such ensuin‘g‘yf_rﬁ_h_ejj;atﬁ_sﬁﬂ_l

hecount for and report all funds it receives or spends in accordance with/{enerallv

accepted accounting principles. The legislature shall pass an anptdal or biennial

hudget, bill that authorizes expenditures and other financingdses from the genera

general fund and any esgﬁrgted positive bala’g ge/in the general fund as of the start
of the fiscal vear, as projected bv\‘cheiegs' igturg in accordance with both generally

accepted accounting principles anﬂﬁ:%gf f accounting established by statute,

and reduces any existing-general fund deficit b a%o equal to or larger than
least one-tenth of any deficit balance in the general fund ondune 30, 2015, a

Be it further resolved, That this proposed amendment be referred to the
legislature to be chosen at the next general election and that it be published for three
months previous to the time of holding such election.

(END)
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INSERTS FOR /3

INSERT #3

1 ﬁ C(V The amendment further authorizes the legislature to establish the budgetary

2 basis of accounting, requires that any deficit be reduced annually by 10 percent of
3 any projected increase in revenues, and requires that once the deficit is eliminated,
4 the budget may not result in a projected deficit.

INSERT #4

% no &V _The legislature may establish the basis of accounting to be used for budget
(}C@‘/ purposes In addition to the statutory basis of accounting, the state shall account for

§C/ and report all funds it receives or spends in accordance with generally accepted
it S
6 («\ _accounting prine principles. The legislature may not pass any bill that would cause an

(}f(’\b increase in the projected general fund deficit under generally accepted accounting
7 @ 10 principles. The legislature shall pass an annual or biennial budget bill that is
11 projected to reduce any existing general fund deficit reported under generally
12 accepted accounting principles by at least one-tenth of any projected annual

13 increase of tax revenues deposited in the general fund in each fiscal year. %nce any

14 general fund deficit under generally accepted accounting principles is eliminated,
15 the legislature may not pass any bill that would result in a projected general fund

16 deficit under generally accepted accounting principles.
\‘V/
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1 To amend section 5 of article VIII of the constitution; relating to: accounting and

2 expenditure of state funds and reduction of deficit (first consideration).

Analysis by the Legislative Reference Bureau

This proposed constitutional amendment, proposed to the 2011 legislature on
first consideration, requires the state to account for and report all funds it receives
or expends in accordance with generally accepted accounting principles.

The amendment further authorizes the legislature to establish the budgetary
basis of accounting, requires that any deficit be reduced annually by 10 percent of
any projected increase in revenues, and requires that once the deficit is eliminated,
the budget may not result in a projected deficit.

A constitutional amendment requires adoption by two successive legislatures,
and ratification by the people, before it can become effective.

SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legislature shall provide for an annual tax

sufficient to defray the estimated expene%f the state for each year; and whenever

the eﬁpeaeef)myyéar shall exceed the income, the legislature shall provide for

levying a tax for the ensuing year, sufficient, with other sources of income, to pay the

deficiency as well as the estimated ewpeaeeﬁ such ensuing year. The legislature

G- 66 - -
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the statutory basis of accounting, the state shall account for and report all funds it

receives or spends in accordance with generally accepted accounting principles. The

legi may n ill that woul 1 in the proj

shall pass an annual or biennial budget bill that is projected to reduce any existing

general fund deficit reported under generally accepted accounting principles by at

least one-tenth of any projected annual increase of tax revenues deposited in the
general fund in each fiscal year. Once any general fund deficit under generally
nting principles is eliminated, the legislature may not pass any bill
ha 1d result in rojec neral fund defici r generall d
accounting principles.
Be it further resolved, That this proposed amendment be referred to the
legislature to be chosen at the next general election and that it be published for three
months previous to the time of holding such election. |

(END)
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~Miller, Steve

"~ From: Rep.Kooyenga
Sent: Friday, January 06, 2012 11:16 AM
To: Miller, Steve
Subject: FW: GAAP Bill Changes LRB 1799/4

Subject: GAAP Bill Changes

1) Expenditures should in fact be expenses -- according to them expenses is
more broadly defined than expenditures - sorry about going back and forth on
this one

2) Apply requirement to all funds, not just the general fund. In addition, all
additional component units created need to be on GAAP

Would like to have changes incorporated by next week Monday.
Thank you,

Dale

CHANGES to LRB 1799/4

To Amend the first point - Sec. 1, pp. 1, line i! §, g,

m——— T P

To Amend the second point - Sec. 1, pp. 2, line 5. The in addition point I
believe is covered in Sec.l, pp. 2, line 4

a—.

I apologize for the short notice. Thank you for your time.

* Bill Neville
- Legislative Assistant

Office of State Representative Dale Kooyenga
14th Assembly District

17 North, State Capitol

608-266-9180
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To amend section 5 of article VIII of the constitution; relating to: accounting and

expenditure of state funds and reduction of deficit (first consideration).

Analysis by the Legislative Reference Bureau

This proposed constitutional amendment, proposed to the 2011 legislature on
first consideration, requires the state to account for and report all funds it receives
or expends in accordance with generally accepted accounting principles.

The amendment further authorizes the legislature to establish the budgetary
basis of accounting, requires that any deficit be reduced annually by 10 percent of
any projected increase in revenues, and requires that once the deficit is eliminated,
the budget may not result in a projected deficit.

A constitutional amendment requires adoption by two successive legislatures,
and ratification by the people, before it can become effective.

SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legislature shall provide for an annual tax
PLAIN >
sufficient to defray the estimated expenses €xpenditures)of the state for each year;
PLAIN s
and whenever the expenses of any year shall exceed the income, the

legislature shall provide for levying a tax for the ensuing year, sufficient, with other

PLAIN
sources of income, to pay the deficiency as well as the estimated expenses
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@of such ensuing year.

accounting to be used for budget purposes. In addition to the statutory basis of

th is of

[4]

N (&
in_any state Fond ﬁict

nass any bill that would cause an increase i e proje :m- itjander

nerally accepted accounting principles. The legislature shall s an annual or

WSt huoice

@
2
3 accounting, the state shall account for and report all funds it receives or spendsfin
4
©,
6
7
8 reported under generally accepted accounting principles by at la t one-tenth of an
. .

" 5""1{_2 ‘t[‘wu{j

“’ 3
£

11 , iseliminated, the legislature may n ss any bill th ould result in a projected

12 Ten¢ 1 ] _ anted ac ling princig \\n‘ﬁ"“/ state Fund

13 Be it further resolved, That this proposed amendment be referred to the

14 legislature to be chosen at the next general election and that it be published for three

15 months previous to the time of holding such election.

16 (END)
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To amend section 5 of artlcle VIII of the constitution; relatlng to: accounting and

expenditure of state fund§ and reduction of deﬁaf (first consideration).

Analysis by the Legislative Reference Bureau

This proposed constitutional amendment, proposed to the 2011 legislature on
first consideration, requires the state to account for and report all funds it receives
or expends in accordance with generally accepted accounting principles.

The amendment further authorizes the legislature to establish the budgetary
basis of accounting, requires that any deficit{be reduced annually by 10 percent of
any projected increase iri\revenue;band requires that once the deficit is eliminated,
Shebudget»m@result in a projected deficit.

A constitutional amendment requires adoption by two successive legislatures,
and ratification by the people, before it can become effective.

SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legislature shall provide for an annual tax
sufficient to defray the estimated expenses of the state for each year; and whenever
the expenses of any year shall exceed the income, the legislature shall provide for
levying a tax for the ensuing year, sufficient, with other sources of income, to pay the

deficiency as well as the estimated expenses of such ensuing year. The legislature
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the statutory basis of accounting, the state shall account for and report all funds it -.
receives or spends including, but not limited to, component units in accordance with 5
\‘\\
m B3
[e]
Y
would cause an increase in the projected deficit in any state fund under generally \Q\
[
accepted accounting principles. The legislature shall pass an annual or biennial s
=)
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year. Once any deficit in@}\state fun@ﬁa;nder generally accepted accounting

—
yrinciples is eliminated, the legislature may not pass any bill{hat would result in \\

a projected defici @mﬁ@o er generally accepted accounting principles.

Be it further resolved, That this proposed amendment be referred to the
legislature to be chosen at the next general election and that it be published for three
months previous to the time of hoiding such election.

(END)
e
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!

To amend section % of article VIII of the constitution; relating to: accounting and
\ {

expenditure of state funds and reductidn of deficit (first consideration).

H

1 ‘ |
Analysis by the Legislative Reference Bureau

This proposed corlstitutionalzgmendmerilt, proposed to the 2011 legislature on
first consideration, reqf%ires the state to account for and report all funds it receives
or expends in accordance with generally accepted accounting principles.

The amendment further authorizes the Jegislature to establish the budgetary
basis of accounting, requires that ?eﬁy deficit'be reduced annually by 10 percent of
any projected increase in revenues, and requires that once the deficit is eliminated,

result in a projected deficit.

A constitutional amendment requires adoption by two successive legislatures,
and ratification by the people, before it can become effective.

SEcTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legislature shall provide for an annual tax
sufficient to defray the estimated expenses of the state for each year; and whenever
the expenses of any year shall exceed the income, the legislature shall provide for
levying a tax for the ensuing year, sufficient, with other sources of income, to pay the

deficiency as well as the estimated expenses of such ensuing year. The legislature
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may establish the basis of accounting to be used for budget purposes. In addition to

the statutory basis of accounting, the state shall account for and report all funds it

receives or spends including, but not limited to. component units in accordance with

generally accepted accounting principles. The legislature may not pass any bill that

would cause an increase in the projected deficit in any state fund under generally

accepted accounting principles. The legislature shall pass an annual or b1enmal

budget bill that is projected to reduce any existing deﬁcit in any state fund'r enorted

under senerally accepted accounting Drmcmles by _at least one—tenth of any

projected annual increase of tax revenues deposited in a»l‘f‘ state func}é in each fiscal

a
year. Once any deficit in o state fundla{ under generally accepted accounting

principles is eliminated. the legislature may not pass any bill that would result in

a projected deficit in g y state fund under generally accepted dccounting principles.

Be it further resolved, That this proposed amen

ent be referred to the
legislature to be chosen at the next general election ang/that it be published for three
months previous to the time of holding such electign.

(END)

affeded by th
buémr b \




Parisi, Lori

From: Rep.Kooyenga

Sent: Tuesday, January 24, 2012 12:39 PM

To: LRB.Legal

Subject: Draft Review: LRB 11-1799/6 Topic: Balanced budget amendment
Attachments: LRB1799draft6.pdf

Please Jacket LRB 11-1799/6 for the ASSEMBLY.

LRB1799draft6.pd
f (127 KB)
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To amend section 5 of article VIII of the constitution; relating to: accounting and

expenditure of state funds and reduction of deficit (first consideration).

Analysis by the Legislative Reference Bureau

This proposed constitutional amendment, proposed to the 2011 legislature on
first consideration, requires the state to account for and report all funds it receives
or expends in accordance with generally accepted accounting principles

The amendment further authorizes the legislature to establish the budgetary — :
basis of accounting, requires that any deficit of a state fund affected by a budget bill
be reduced annually by 10 percent of any projected increase in tax revenues in that
fund, and requires that once the deficit is eliminated, the legislature may not pass
any bill that would result in a projected deficit.

A constitutional amendment requires adoption by two successive legislatures,
and ratification by the people, before it can become effective.

SECTION 1. Section 5 of article VIII of the constitution is amended to read:

[Article VIII] Section 5. The legisl?ture shall provide for an annual tax
sufficient to defray the estimated expenses of the state for each year; and whenever
the expenses of any year shall exceed the income, the legislature shall provide for

levying a tax for the ensuing year, sufficient, with other sources of income, to pay the
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deficiency as well as the estimated expenses of such ensuing year. The legislature

by at least one—tenth of any projected annual increase of tax revenues deposited in

that state fund in each fiscal year. Once any deficit in a state fund under generally

accepted accounting principles is eliminated, the legislature may not pass any bill

affecting that fund that would result in a projected deficit in that state fund under

generally accepted accounting principles.

Be it further resolved, That this proposed amendment be referred to the
legislature to be chosen at the next general election and that it be published for three
months previous to the time of holding such election.

(END)




